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RELATION   OF   MONEY   TO   BANK   CREDITS. 

The  proper  regulation  of  the  currency  has  been  said  to  be  the  chief 
end  of  political  economy,  and  certainly  no  branch  of  economic 
science  can  be  considered  independently  of  the  question  of  money. 
Production,  exchange,  credit,  debt,  taxation,  revenue,  rents,  profits, 
prices,  protection,  free  trade,  all  center  in  and  are  determined  in  a 
greater  or  less  degree  by  their  relation  to  money.  Money,  too,  is 
the  life-blood  of  industrial  activity,  the  vital  force  of  modern  com- 
merce, and  makes  the  stored  wealth  and  vast  debts  of  modern  civili- 
zation possible.  And  if  we  consider  only  our  own  country,  with  its 
64,000,000  of  people,  with  an  annual  production  of  $15,000,000,000, 
trade  of  §45,000,000,000,  accumulated  wealth  of  $50,000,000,000, 
and  debts  of  all  kinds  in  untold  sums,  the  importance  of  constancy 
and  stability  in  the  "  great  instrument  of  exchange"  and  measure  of 
values  can  hardly  be  overestimated. 

From  no  other  cause,  in  no  other  way,  has  mankind  suffered  more 
in  ages  past  than  by  instability  and  uncertainty  in  the  measure  of 
values.  In  no  other  way  has  so  much  wrong  and  injustice  been 
done  as  by  alterations  in  the  value  of  money.  And  in  modern 
times,  with  vast  accumulations  of  debt  unknown  a  century  and  a 
half  ago,  the  mischief  wrought  by  changes  in  the  money  standard, 
and  by  inflation  and  collapse  of  credit,  becomes  inconceivably 
greater  than  ever  before,  and  makes  the  money  question  the  abiding 
and  paramount  question  of  the  age. 

How  a  money  standard  is  established  and  how  it  is  altered, 
what  constitutes  money,  and  the  relation  of  the  various  forms  of 
credit  to  money,  or  to  other  currency,  are  problems  of  the  highest 


order  in  economic  science  and  of  the  utmost  importance  in  their  re- 
lation to  the  practical  questions  of  the  day. 

Is  there  or  can  there  be  such  a  thing  as  a  money  standard  inde- 
pendently of  volume   or  quantity  of  money?     This   is   a   question 
fundamental   to    the    science   of    money,   and   the   only   answer   is 
No !     Locke  says  silver  measures  value  hy  its  quantity  ;  and  Mill 
says,  "Even  in  the  case  of  metallic  currency,  the  immediate  agency 
in   determining   its  value   is   its  quantity."     Value   in    money  of 
any  kind  is  as  inseparable  from  quantity   as    gravity  from   mat- 
ter  or   cold   from   ice.     The   silver    money  of  the  world   has  the 
same  effect  on  prices,  or  on  the  value  of  gold  even,  as  would  the 
addition  of  so  much  new  gold.     If  the  two  metals  as  they  come  from 
the  mines  were  melted  together  and  coined  as  a  compound  metal — 
sometimes  more  of  the  white  metal  and   sometimes  more  of  the 
yellow — their  value  would  depend  on  the  quantity  of  the  compound 
metal.     The  fact  that  the  two  metals  are  coined  separately  makes  no 
difference  with  the  value  of  the  whole  as  money.     For  like  reasons,  the 
addition  of  paper,  to  the  extent  it  becomes  an  equivalent  of,  or  con- 
stitutes an  addition  to,  gold  and  silver,  and  is  not  covered  by  reserves 
of  the  metals,  operates  precisely  as  would  so  much  additional  gold  or 
silver.     McLeod  says,  "To  say  that  money,  because  it  is  material  and 
the  produce  of  labor,  has  intrinsic  value,  and  that  a  bank  note  is 
only  the  representative  of  value,  is  just  as  absurd  as  to  say  that  a 
wooden  yard  measure  is  intrinsic  distance,   and  that   the  space  of 
thirty-six  inches  between  two  points  is  representative  distance. ' '     Nor 
can   the  line   between  money  and  not  money,  between  currency  and 
commodity,  be  drawn  here ;  for  gold  and  silver  and  paper  are  not  the 
only  kinds  of  money  or  currency  that  act  on  prices.     There  is  another 
species  of  currency,  more  difficult,  perhaps,  to  define  or  to  under- 
stand, but,  nevertheless,  as  potent   in   determining   prices   and   in 
effecting  exchanges  as  either  of  the  forms  of  money  named — I  mean 
bank  credits,  or  credits  on  the  books  of  banks  subject  to  check. 

Checks  and  drafts  are  often  referred  to  as  being  themselves  a  kind 
of  currency,  but  this  is  a  misconception  of  the  real  function  of 
checks  and  drafts.  They  are  orders  for  money,  and,  like  notes  and 
bills  of  exchange,  are  evidences  of  rights,  but  they  are  in  no  proper 
sense  money.  Mere  debts  or  credits,  like  notes  or  bonds,  have  not 
the  elements  of  money  and  are  not  money.  Money  is  unlike  every- 
thing else;  its  function  is  peculiar,  and  is  performed  by  nothing  else. 
That  which  has  general  acceptance  in  exchange  for  everything  else 


and  in  the  discharge  of  all  obligations  is  money.  Whatever  serves  this 
purpose  is  money,  and  nothing  else  is.  Bank  notes  payable  to  bearer 
on  demand,  and  which  circulate  from  hand  to  hand  as  money  and 
close  transactions,  in  short,  do  the  work  of  money,  are  money,  and 
constitute  a  legitimate  part  of  the  currency.  But  instead  of  issuing 
their  notes  to  bearer  payable  on  demand,  banks  may  write  a  credit 
to  one  on  their  books,  against  which  he  may  draw  his  check, 
transferring  so  much  of  this  bank  credit  to  another,  precisely  as  he 
might  pass  bank  notes  to  another  if  they  had  been  issued  to  him 
instead  of  allowing  him  the  credit.  It  is  the  credit  on  the  books  of 
the  bank  that  operates  as  currency,  not  the  check,  which  is  simply 
an  order  to  transfer  so  much  of  one's  bank  credit  to  another,  which 
might  be  done  by  a  verbal  order.  It  is  the  credit  written  in  the  books 
of  the  bank,  and  that  only,  which  performs  the  work  of  currency,  effects 
exchanges,,  and  closes  transactions.  The  machinery  of  checks  and 
drafts  makes  possible  this  system  of  bank  credits  or  bank  currency, 
but  the  credit  written  in  the  books  of  the  bank,  in  dollars  and  cents, 
constitutes  the  real  addition  to  currency  ;  and  the  limits  of  such  a 
currency  and  the  part  it  plays  in  effecting  exchanges  and  canceling 
obligations  is  therefore  well  defined,  and  is  precisely  the  same  as 
if  for  every  credit  created  by  a  bank  as  a  deposit,  bank  notes  were 
issued  to  be  used  in  lieu  of  the  credit. 

Much  confusion  has  arisen  from  the  want  of  a  proper  analysis  of 
the  true  function  of  bank  credits.  Professor  Taussig,  recently, 
before  the  Coinage  Committee  of  the  House  at  Washington,  placed 
the  volume  of  this  credit  currency  at  something  like  fifty  times  the 
actual  volume  of  money,  and  Mr.  Atkinson  placed  it  at  from  thirty 
to  fifty  times  the  volume  of  money.  Such  estimates,  however,  are 
without  any  rational  foundation  whatever. 

But  before  proceeding  to  ascertain  the  true  limits  of  this  credit 
or  bank  currency,  I  wish  to  substantiate  what  I  have  said  by  ref- 
erence to  the  writings  of  distinguished  economists.  Mill  says  : 

There  is  a  form  of  credit  transactions  by  checks  on  bankers,  and  transfers  in  a 
banker's  books,  which  is  exactly  parallel  in  every  respect  to  bank  notes,  giving 
equal  facilities  to  an  extension  of  credit  and  capable  of  acting  on  prices  quite 
as  powerfully. 

Again : 

Credit,  which  is  used  to  purchase  commodities,  affects  prices  in  the  same  man- 
ner as  money.  Money  and  credit  are  thus  on  a  par  in  their  effect  on  prices. 


McLeod  says: 

Credit  (bank  credit)  is  the  name  of  a  species  of  incorporeal  property,  which  is 
of  the  same  nature  as  but  inferior  in  degree  to  money,  and  it  fulfills  exactly  the 
same  functions  as  money  as  a  medium  of  exchange  or  circulation. 

And  again: 

These  instruments  of  credit  perform  exactly  the  same  functions  as  if  they  were 
coin,  and  in  a  scientific  point  of  view  they  are  to  be  considered  in  all  respects  as 
if  they  were  coins.  They  are  all  a  part  of  the  currency.  *  *  * 

The  checques  drawn  against  these  credits,  so  created  by  the  banker,  circulate 
commodities  exactly  in  the  same  manner  that  gold  and  silver  money  does.  Con- 
sequently these  credits  so  created  by  the  banker  are  currency  or  circulating 
medium.  *  *  * 

By  just  as  much  as  the  "deposits"  or  the  liabilities  created  exceed  the  actual 
cash,  they  are  equivalent  to  a  creation  of  currency  and  to  an  increase  of  capital. 

And  again,  respecting  deposits,  the  same  author  says: 

The  modern  system  of  banking  then,  by  means  of  checques,  is  exactly  the 
same  in  principle  as  the  former  method  of  bank  notes,  only  it  is  somewhat  varied 
in  form.  *  * 

The  name  itself  of  deposit  is  a  source  of  much  misconception.  It  is  generally 
supposed  that  a  "  deposit"  in  a  bank  means  the  thing  deposited.  But  there  never 
was  a  more  complete  and  entire  delusion.  These  "  deposits  "  are  not  deposits  in 
cash,  but  they  represent  the  old  bank  note  circulation.  *  *  * 

I  may  quote  also  from  the  philosophical  address  before  the  National 
Silver  Convention,  held  at  St.  Louis  in  1889,  by  the  originator  of 
this  congress,  Mr.  H.  B.  Kelly,  who  says : 

Currency  is  any  invention  of  civilization  by  which  commerce  and  trade  are 
carried  on,  and  just  as  civilization  advances,  so  there  is  a  growing  demand  for  the 
use  of  currency. 

The  relative  efficiency  of  bank  credit  and  actual  money  is  difficult 
to  state  with  exactness.  Bank-credit  currency  expands  and  contracts 
much  more  rapidly  than  other  forms  of  currency,  although  it  is  not 
intended  to  be  temporary  or  transitory,  nor  need  it  be.  It  may  be 
changed  from  A  to  B,  as  a  bank  note  may  change  hands,  and  a 
given  volume  of  bank  credits  may  be  continued  in  the  same  bank 
from  year  to  year  or  century  to  century. 

But  the  existence  of  bank  credits,  their  efficiency  in  effecting  ex- 
changes, and  their  effect  on  prices,  are  no  longer  disputed  ques- 
tions in  economics.  The  tremendous  significance  of  this  new  form  of 
currency  appears,  however,  only  when  its  relation  to  and  dependence 
upon  actual  or  primary  money  is  considered.  That  there  must  be 
some  relation,  some  tie,  between  bank-credit  currency  and  other 
kinds  of  money  is  manifest ;  but  just  what  that  relation  or  depend- 
ence is,  or  should  be,  is  not  so  well  determined. 


Bank  credits,  like  bank  notes,  are  always  created  payable  on  demand, 
and  must  be  paid  if  demanded,  or  the  whole  credit  structure  of  the 
bank  collapses  ;  and  the  collapse  of  this  form  of  credit,  if  at  all  ex- 
tended, is  sure  to  precipitate  panic  and  commercial  ruin.  McLeod 

says: 

Credit,  in  fact,  is  to  money  what  steam  is  to  water ;  and,  like  that  power,  while 
its  use  within  proper  limits  is  one  of  the  most  beneficial  inventions  ever  devised 
by  the  ingenuity  of  man,  its  misuse  by  unskillful  hands  leads  to  the  most  fearful 
calamities. 

THE  PROPER  LIMIT  OF  BANK  CREDITS. 

What  are  the  proper  limits  of  such  credit  creations  and  how  should 
they  be  regulated?  It  is  said  this  should  be  left  to  the  banks,  to  be 
governed  by  the  "  wants  of  trade."  This  was  the  claim  made  by  the 
old  State  banks,  and  by  banks  everywhere,  under  the  old  system  of 
issuing  bank  notes ;  but  it  was  found  utterly  insufficient  as  a  prin- 
ciple of  regulation,  resulting  in  alternate  inflation,  sudden  collapse 
and  panic. 

It  is  shown  that  the  function  of  these  credit  devices,  "  these  incor- 
poreal entities,  created  out  of  nothing  for  a  transitory  existence, 
and  then,  having  performed  their  functions,  vanishing  again  into  the 
nothing  from  whence  they  came,"  is  precisely  the  same  as  bank 
notes  issued  under  the  old  regime  of  banks,  and  the  question  to  con- 
sider is,  how  shall  they  be  regulated  or  controlled? 

Peel's  act  of  1844  was  passed  for  the  express  purpose  of  preventing 
the  Bank  of  England  and  other  English  banks  from  creating  unlimited 
credit  in  the  form  of  bank  notes.  The  currency,  the  advocates  of  this 
measure  said,  must  be  made  to  vary  exactly  as  a  purely  metallic 
currency  would  vary ;  and  they  separated  the  banking  from  the  issue 
department,  so  that  additional  notes  should  be  issued  only  on  the 
deposit  of  coin  or  bullion.  This,  they  called  the  "  currency  principle;" 
but  there  never  was  a  time  when  the  banks  of  England  so  exten- 
sively or  so  recklessly  created  pure  credit  currency  as  now,  and 
never  with  more  dangerous  or  disastrous  consequences.  McLeod  says : 

The  bank  act  of  1844  was  passed  for  the  express  purpose  of  preventing  banks 
from  creating  credit,  and  the  almost  universal  opinion  is  that  it  does  so ;  that  it 
makes  the  currency  vary  exactly  as  if  it  were  so.  The  preceding  details  show  that 
the  ordinary  business  of  London  bankers  consists  in  a  daily  creation  of  millions 
of  promises  to  pay.  The  popular  belief  that  the  Bank  act  of  1844  prevents  bankers 
from  creating  credit  is  probably,  since  the  belief  in  the  balance  of  trade,  beyond 
comparison  the  most  profound  delusion  that  has  deceived  the  public  mind. 

So  it  is  with  the  banks  of  this  country.     The  power  to  issue  notes 
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is  no  longer  exercised  by  State  banks,  but  they  create  credit-currency 
with  far  less  restriction  than  they  formerly  issued  bank  notes  and 
with  consequences  no  less  serious.  You  remember  the  fluctuations 
in  the  volume  of  State  bank  notes  and  the  distastrous  consequences. 
We  have  seen  the  volume  of  note  circulation  rise  from  $45,000,000 
in  1812  to  $100,000,000  in  1817,  and  back  to  §45,000,000  in  1819, 
and  from  895,000,000  in  1834  to  $149,000,000  in  1837,  and  fall 
again  in  a  few  months  to  8116,000,000,  and  in  1843  to  $58,000,000, 
and  then  rise  again  to  $128,000,000  at  the  beginning  of  1848;  and 
fluctuations  in  prices  were  as  great  as  in  the  currency. 

But,  let  us  look  a  little  further  into  this  new  form  of  credit-cur- 
rency, created  out  of  nothing — depending,  as  we  are  told,  on  confi- 
dence— and  which  perhaps  might  fittingly  be  termed  confidence  money. 

The  Report  of  the  Comptroller  of  the  Currency  shows  that  in 
October,  1890,  the  3,546  national  banks  had  on  deposit,  subject  to 
check,  §1,596,000,000,  and  that  all  other  banks  and  trust  com- 
panies— some  4,500 — had  on  deposit,  subject  to  check,  exclusive  of 
savings  deposits,  $1, 014, 000,000.  The  deposits  in  savings  banks 
were  $1,524,000,000. 

As  a  basis  for  this  credit  currency  the  national  banks  held  of  actual 
money — gold,  silver,  greenbacks  and  national  bank  notes — $290,- 
500,000,  and  all  other  banks  held  $185,254,000. 

Thus,  altogether,  the  banks  held  but  $475,689,000  of  actual 
money,  and  on  this  built  up  a  structure  of  credit  money,  of  $2,604,- 
000,000,  or,  including  savings  deposits,  of  $4,128,000,000  I 

It  is  impossible  to  give  the  relative  efficiency  of  this  credit  currency 
and  primary  money,  but  the  former  performs  a  very  large  per  cent,  of 
all  transactions  in  the  large  cities. 

The  real  condition  of  the  currency  of  the  United  States  last  October 
may,  therefore,  be  stated  in  round  numbers,  as  follows: 

Actual  money  in  the  hands  of  the  people $1,025,000,000 

Actual  money  in  the  vaults  of  banks 475,000,000 

Total  actual  money 1,500,000,000 

Bank  credits  subject  to  check 2,604,000,000 

Savings  deposits  subject  to  call  on  various  conditions 1,524,000,000 

If  we  leave  out  the  savings  banks  deposits  we  still  have  a  credit 
currency  created  by  the  banks,  upon  $475,000,000  of  actual  money, 
of  $2,604,000,000,  or,  deducting  the  $475,000,000  of  money  in  their 
vaults,  and  we  have  a  purely  credit  currency  of  $2,129,000,000; 


or,  if  savings  banks  deposits  be  added,  the  credit  currency  amounts 
to  $3,653,000,000. 

The  proportion  of  this  form  of  currency,  resting  on  confidence  alone, 
is,  therefore,  more  than  five  dollars  of  credit  to  one  dollar  of  actual 
money  held  by  the  banks,  and,  if  savings  banks  deposits  be  included, 
it  amounts  to  $8.00  of  credit  to  $1.00  of  legal-tender  money.  But 
savings  deposits  are  no  doubt  properly  treated,  in  part,  at  any  rate, 
as  loans  rather  than  as  deposits  subject  to  check.* 

Tiie  proportion  of  deposits  to  reserves  of  all  the  banks  of  the 
United  States  in  1890  was: 

National  banks,  3,540;  deposits,  $1,650,000,000;  reserve,  $290,000,000,  or  18  % 
All  others,  4,515;  deposits,  2,5559,000,000;  reserve,  185,000,000,  or  13>% 

The  relation  of  bank  credits  to  actual  money  in  banks  appears, 
then,  from  the  statement  here  given,  to  be  between  5  and  8  to  1.  It 
follows,  then,  that  the  withdrawal  of  $100,000,000  of  money  from  the 
banks  compels  a  sudden  contraction  of  bank  credits  of  from  $500,- 
000,000  to  $800,000,000.  And  last  fall,  after  the  Baring's  failure, 
such  a  contraction  actually  took  place,  in  consequence  of  which 
stocks  in  New  York  fell  in  value  from  $600,000,000  to  $800,000,000, 
to  say  nothing  of  the  fall  of  other  things,  to  the  ruin  of  thousands. 
In  fact,  from  loss  of  confidence,  the  contraction  of  credit  which  fol- 
lows the  withdrawal  of  basic  money  from  banks  is  often  much  greater 
proportionally  than  the  money  withdrawn. 

The  proportion  of  credits  on  the  books  of  London  banks,  to  actual 
money,  is  much  greater  even  than  in  New  York ;  and,  taken  together, 
the  banks  of  England  are  less  restricted  than  banks  in  the  United 
States ;  in  fact,  they  are  not  restricted  at  all,  but  create  bank  credits 
without  limit  as  long  as  they  can  loan  it  profitably. 

The  Bank  of  England  is  the  repository  of  all  the  other  banks,  and 
in  recent  years  has  restricted  its  own  credits  within  safe  limits. 
Since  1847  the  per  cent,  of  reserves  of  bullion  to  notes  and  deposits 
in  the  Bank  of  England  have  varied  from  thirty-three  to  fifty  per 
cent.;  but  in  this  is  counted  the  reserves  of  other  banks,  and,  taken 
together,  the  proportion  of  bank  credits  in  England  to  cash  held  in 
all  the  banks  is  fifteen  to  eighteen  dollars  of  credits  to  one  dollar  of 

*The  following  table  shows  the  proportion  of  reserves  to  deposits  in  national 
banks  for  the  years  given : 

1870.  No.  of  banks,  1,615;  deposits,  $523,500,000;  cash  reserve,  $137,200,000=26.2  # 
1873.  No.  of  banks,  1,976;  deposits,  673,400,000;  cash  reserve,  133,000,000=19.8  # 
1880.  No.  of  banks,  2,090 ;  deposits,  968,000,000;  cash  reserve,  173,600,000=17.9% 
1890.  No.  of  banks,  3,540;  deposits,  1,650,000,000 ;  cash  reserve,  290,000,000=18  % 
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money.  Henoe,  instead  of  having  the  best  money  system,  England, 
in  fact,  has  the  most  insecure  and  unstable  money  system  of  any  of 
the  great  commercial  nations. 

In  France  the  relation  of  money  to  credit  is  reversed ;  bank  credits 
there  constitute  but  a  small  proportion  of  the  whole  currency. 

Comparatively  stated,  the  per  capita  currency  of  all  kinds  in 
France,  England  and  the  United  States  stands  about  as  follows : 

France— Population,  38,500,000;  coin  money $1,650,000,000 

Uncovered  paper 200,000,000 

Bank  credits,  less  reserves  (?) 700,000,000 

2,550,000,000 
Or  $66.00  per  capita. 
Proportion  of  money  to  bank  credits,  $2.60  of  money  to  one  dollar  "of  credit. 

United  Kingdom— Population,  38,250,000;  coin  money $650,000,000 

Uncovered  paper 150,000,000 

Bank  credits,  less  reserves,  at  least 3,000,000;000 

3,800,000,000 
Or  $99.00  per  capita. 

Proportion  of  money  to  credit  currency,  one  dollar  of  money  to  $3.75  of  bank 
credit  (By  some  the  proportion  of  bank  credits  in  England  is  placed  much 
higher  than  here  given.) 

United  States— Population,  64,000,000;  coin  money $1,050,000,000 

Uncovered  paper 450,000,000 

Bank  credits,  less  reserves,  say 2,700,000,000 

4,200,000,000 
Or  $65.50  per  capita. 

One  dollar  of  money  to  $1.80  of  credit  currency. 

Thus  it  will  be  seen  that  of  the  currency  of  all  kinds  in  the  United 
States  about  $1,025,000,000  are  in  the  hands  of  the  people,  effecting 
most  of  the  smaller  exchanges  of  the  country;  $475,000,000  on 
deposit  in  banks,  out  of  which  arises  the  $2,700,000,000  of  specialized 
credit  currency,  which  is  at  all  times  under  the  control  of  the  banks. 

In  England  the  actual  money  in  circulation  in  the  hands  of  the 
people  is  less  per  capita  than  in  the  United  States,  being  not  over 
four  hundred  or  four  hundred  and  fifty  million  dollars,  or  $12  per 
capita;  while  of  the  $1,500,000,000  actual  money  of  the  United 
States,  at  least  $1,000,000,000  are  in  the  hands  of  the  people,  or 
over  $15  per  capita.  In  France,  on  the  other  hand,  the  actual 
money  in  the  hands  of  the  people  is  not  less  than  $40  per  capita, 
while  bank  credits  cut  a  much  smaller  figure  in  her  money  system. 

The  large  profits  of  banks  come,  of  course,  from  loaning  this  credit 
money.  Birks,  in  his  analysis  of  the  joint  stock  banks  of  London, 


shows  that  five  banks  last  year  divided  $45,000,000  on  a  nominal 
capital  of  a  little  over  $200,000,000;  and  the  London  Economist 
gives  seven  provincial  banks  which  paid  over  16  per  cent,  on  their 
nominal  capital.  Single  instances  of  large  earnings  of  banks  in 
this  country  are  given,  but  we  have  no  means  of  stating  the  highest 
or  total  earnings  of  all  the  banks.  The  net  earnings  of  all  national 
banks  for  1890  are  given  by  the  Comptroller  as  $35,248,000. 

EFFECT   OF   CREDIT  CURRENCY. 

Now,  what  has  been  the  history  of  every  country  that  has  been 
under  the  influence  of  such  a  currency?  What  was  it  under  the  old 
State  bank  system  in  this  country  ?  What  was  it  in  England  with 
unlimited  issues  of  bank  notes?  And  how  does  the  modern  system  of 
bank  credits  differ  in  effect  from  the  old  "  wild  cat"  and  "  red  dog" 
currency  of  the  first  half  of  the  century  ?  There  never  was,  how- 
ever, such  rapid  and  reckless  expansion  and  contraction  of  notes 
under  the  old  note  system  as  there  has  been  in  recent  years  in 
the  creation  and  collapse  of  bank-credit  currency. 

When  the  Russian  Government  withdrew  $30,000,000  from  deposit 
in  England  it  created  such  a  vacuum  in  the  reserves  of  banks  as  to 
threaten  the  whole  credit  structure  of  the  Kingdom.  It  was  the 
old  story:  "  A  joint  stock  bubble  mania,  with  all  its  rogueries; 
then  collapse  and  commercial  ruin." 

Gentlemen,  it  is  right  here  in  this  insubstantial  structure  of  credit 
money,  created  out  of  nothing — confidence  money — that  every  panic 
ever  known  has  had  its  origin.  McLeod  says: 

The  inability  of  credit  shops  to  extinguish  the  credit  they  have  created— com- 
monly called  the  failure  of  banks — is  the  cause  of  the  most  terrible  social  calamities 
of  modern  times. 

Yes,  here  is  the  storm-centre — the  region  in  ivhich  every  commer- 
cial cyclone  has  had  its  origin.  No,  Mr.  Chairman,  there  has  not 
been  a  panic  in  a  hundred  years  that  has  not  been  the  result  of  the 
cupidity  of  banks,  and  for  which  the  banks  have  not  been  directly 
responsible. 

To  the  three  great  calamities  that  have  afflicted  mankind — war, 
pestilence  and  famine — has  been  added,  in  modern  times,  a  fourth, 
that  of  commercial  panics,  from  which,  although  their  cause  is 
known  and  ought  to  be  subject  to  control,  mankind  has  perhaps 
suffered  more  in  the  last  hundred  years  than  from  either  of  the  other 
afflictions,  which,  at  best,  are  but  partially  subject  to  direct  control. 
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Banks,  of  course,  must  loan  this  credit  currency  largely  on  call,  so 
that  when  danger  appears  the  borrower  shall  be  the  one  to  suffer. 
The  failure  of  a  borrower  is  attributed,  as  a  matter  of  course,  to  want 
of  business  judgment,  but  when  the  credit  bubbles  that  banks  have 
blown,  burst,  it  is  a  calamity  for  which  no  one  is  responsible! 

London  is  the  great  credit  shop  of  the  world.  Her  credit  creations 
are  the  capital  of  her  banks.  From  loaning  them  large  profits  are 
derived.  They  take  the  name  of  capital,  and  as  capital  they  are 
loaned  everywhere.  But,  as  has  been  shown,  England  has  the  nar- 
rowest basis  of  money  for  her  credit  structure  to  rest  upon  of  any  coun- 
try in  the  world.  She  affects  the  gold  standard  and  claims  to  have  the 
best  money,  but,  in  fact,  it  is  the  most  unsubstantial  and  most  liable 
to  wild  fluctuations  of  that  of  any  nation  on  the  earth. 

And  yet,  with  all  our  power  to  create  bank  credits  at  home,  we  still 
go  abroad  to  borrow  more  from  London  shops  and  copy  the  British 
financial  system,  as  if  it  were  the  height  of  perfection.  Confidence 
is  a  curious  product.  Usually  the  farther  off  the  transaction  lies 
the  stronger  is  the  confidence  in  it;  and  for  this  reason,  I  suppose, 
confidence  in  the  banks  of  London,  with  reserves  of  five  to  eight  per 
cent.,  is  greater  than  in  our  own  with  reserves  of  fifteen  to  twenty- 
five  per  cent.,  as  required  of  our  national  banks. 

But  such  an  expansion  of  credit  currency  anywhere  is  a  constant 
menace  to  business  and  should  not  be  tolerated.  Banks  arrogate 
to  themselves  the  functions  of  the  State  when  they  assume  to  create 
currency  in  any  form,  and  should  be  subject  to  governmental  regu- 
lation ;  and  such  regulation  is  as  much  needed  in  respect  to  modern 
bank  credits  as  it  ever  was  for  bank  notes. 

Are  all  the  industries  of  the  land  and  all  business  enterprises  to 
be  periodically  brought  to  a  stand-still  by  the  breaking  down  of  this 
inflated,  this  unsubstantial  credit  structure?  Are  trade  and  commerce 
to  be  prostrated  and  debtors  ruined  because  banks  have  created  credits 
they  can  not  sustain? 

This  brings  us  face  to  face  with  the  real  situation.  The  failure  of  the 
Barings  gave  to  the  English  system  of  bank  credits  a  shock  from 
w  1 1  ich  it  cannot  soon  recover.  It  laid  open  to  the  world  the  hollowness 
of  the  whole  system.  Mr.  Goschen,  in  that  remarkable  speech  at 
Leeds,  plainly  stated  the  situation  and  told  the  banks  what  they 
must  do.  He  said,  "He  doubted  whether  the  country  had  ever  re- 
alized the  extent  of  the  danger  the  Baring's  failure  had  exposed  it 
to.  That  crisis  was  one  through  which  it  might  have  been  difficult 
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for  the  soundest  Government  to  pass  unhurt.  *  *  *  England 
happily,  by  virtue  of  its  position  as  a  banking  centre  of  the  world, 
was  able  to  bring  from  foreign  countries  the  money  required." 

Here  we  have  the  confession  of  the  Chancellor  of  England  that 
by  the  reckless  expansion  of  bank  credits  the  very  constitution  of 
the  Kingdom  was  endangered — that  there  was  imminent  danger  of 
the  collapse  of  the  whole  fabric  of  credit, involving  not  England 
merely,  but  the  entire  commercial  world,  and  especially  the  United 
States ! 

Foreign  countries  were  called  upon  to  come  to  the  support  of  this 
tottering  structure  of  credit.  A  loan  of  $15,000,000  in  gold  was 
negotiated  at  the  bank  of  France.  But  this  is  not  the  end.  The 
banks  have  been  plainly  told  by  the  Chancellor  that  they  must  either 
contract  their  credit  system,  or  support  it  by  larger  reserves  of  gold, 
and  the  least  that  is  thought  to  be  requisite  (and  that  would  give  them 
but  §1.00  of  actual  money — gold — to  eight  of  credit  currency)  is 
$200,000,000  of  gold;  or,  they  must  contract  their  fabric  of  credit  by 
at  least  a  thousand  millions.  What!  A  contraction  of  a  thousand 
millions  of  bank  credits?  Yes,  or  the  immediate  addition  of  $200,- 
000,000  of  gold!  Where  is  the  gold  to  come  from?  That  is  the 
problem.  By  virtue  of  its  position  as  the  banking  centre  of  the 
world,  said  the  Chancellor,  England  was  able  to  bring  from  foreign 
countries  the  gold  required.  Foreign  countries,  then,  must  suffer 
because  of  the  breaking  down  of  this  colossal  credit  fabric — made 
out  of  nothing — in  gold-standard  England,  and  the  scramble  for 
gold  to  brace  up  this  hollow  system  is  to  go  on  indefinitely;  and 
gold  is  now  going  from  New  York  to  London.  But  the  present  at- 
tenuated credit  system  can  not  be  made  firm  by  the  transfer  of  gold 
from  one  country  to  another  ;  for  what  is  the  gain  of  one  is  the  loss 
of  another.  Gold  money  is  not  increasing,  while  population  and 
trade  are,  and  the  gold  standard  is  all  the  time  being  extended  to 
more  countries. 

Senator  Stewart  recently  stated  correctly  the  theory  of  the  gold 
men.  It  is  that  gold  shall  be  made  the  single  standard  and  silver 
and  paper  money  be  kept  at  a  minimum  and  be  made  redeemable  in 
gold,  and  the  banks  be  left  to  provide  the  world  with  currency  by 
creating  the  form  of  bank  money  I  have  described.  This  is  the 
issue  in  a  nut-shell. 

The  conflict  is  between  metallic  money  or  money  created  by  the 
State  and  regulated  on  some  well-settled  principle,  calculated  to 
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secure  constancy  of  sapply  and  stability  of  value,  and  bank  credits 
created  by  innumerable  credit  shops  at  the  great  banking  centers  of 
the  world  and  limited  by  no  principle  but  the  interest  of  the  banks. 
What  a  tremendous  power  over  all  business  is  thereby  placed  in  the 
hands  of  the  banks !  I  do  not  underrate  the  importance  of  our  modern 
banking  system  in  conducting  the  vast  business  operations  of  the 
world,  and  especially  the  important  functions  of  trust  and  savings 
institutions,  where  the  savings  of  the  many  are  brought  together  and 
loaned  as  capital  in  large  enterprises ;  but  I  do  insist  that  in  their 
function  of  creating  currency,  which  concerns  the  public  welfare,  they 
should  be  subjected  to  proper  restriction  and  control. 

THE  MONEY  OF  THE  FUTURE. 

Is  the  money  of  the  future,  then,  to  be  "  panic  money/'  the  crea- 
tion of  banks,  or  the  precious  metals,  as  in  times  past,  and  paper 
bearing  the  stamp  and  pledge  of  the  State? 

I  have  said  that  there  has  not  been  a  panic  in  this  century  that 
was  not  the  legitimate  and  necessary  outcome  of  over-expanded  bank 
credits.  And  I  assert,  not  only  on  the  strength  of  economic  science, 
but  as  the  teaching  of  all  history,  that  if  in  this  country  bank  credits 
were  now  duly  restricted — restricted,  say,  to  $3.00  of  credit  for  one 
of  actual  money  in  the  vaults  of  the  banks — that  a  panic  would  be 
impossible.  Take  a  thousand  millions  of  credit  from  the  upper  story 
of  our  top-heavy  system  of  bank  credits,  and  broaden  the  foundation 
of  our  monetary  system  by  adding  a  thousand  millions,  or  even 
$500,000,000,  of  real  money — gold,  silver  and  paper — and  a  panic 
would  be  impossible;  nor  would  such  a  change  in  our  monetary 
system  change  values  in  the  least,  nor  would  it  expel  gold.  The 
number  of  money  units  of  all  kinds  would  not  be  changed,  but  the 
character  of  the  whole  system  would  be  changed  entirely  for  the 
better.  Such  a  system  would  be  an  approach  to  the  money  system 
of  France,  where  a  panic  such  as  has  so  often  afflicted  England  and 
this  country  has  never  been  known. 

Such  a  currency  would,  moreover,  be  accessible  to  all  the  people. 
It  would  not  be  heaped  up  in  cities  to  be  loaned  only  on  call.  Such 
a  currency  would  distribute  itself  over  the  country  as  it  does  in  France, 
and  be  accessible  to  all  who  had  security  to  give  or  commodities  to 
sell. 

Which ,  then,  shall  it  be?  A  basis  of  gold  that  is  constantly  narrow- 
ing as  the  years  go  by  and  its  production  diminishes,  while  more  and 
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more  people  join  in  the  scramble  for  it,  coupled  with  an  ever-expand- 
ing system  of  bank-credit  currency,  subject  to  expansion  and  collapse 
as  the  interest  or  cupidity  of  the  banks  may  dictate,  or  less  credit  and 
more  actual  primary  money,  in  which  confidence  is  never  wanting? 
Confidence  in  gold  and  silver  coin,  or  in  greenbacks,  was  not  lacking 
when  the  Baring's  failed.  It  was  only  confidence  in  bank-credit  cur- 
rency that  was  shaken. 

This,  Mr.  Chairman,  is  the  question  which  outweighs  and  over- 
reaches all  others.  In  its  determination  let  the  warnings  of  history  be 
heeded.  The  periods  of  abundance  of  the  precious  metals  have  ever 
been  periods  of  prosperity,  while  periods  of  scarcity  of  money  have 
invariably  been  periods  of  depression  and  stagnation.  Allison  is  no 
do.ubt  'in  the  main  right  when  he  says:  "  The  downfall  of  the  Roman 
Empire,  so  long  ascribed  in  ignorance  to  slavery,  heathenism  and 
moral  corruption,  was  in  reality  brought  about  by  a  decline  in  the 
silver  and  gold  mines  of  Spain  and  Greece." 

ACCUMULATIONS   OF  THE  PRECIOUS  METALS. 

Jacobs  gives,  the  quantity  of  the  precious  metals  in  the  Roman 
Empire  in  the  time  of  Augustus  at  $1,700,000,000 ;  but  at  the  time 
of  the  discovery  of  America  there  was  left  in  all  Europe  but  $170.- 
000,000.  For  a  thousand  years  the  world  had  been  in  a  large  degree 
deprived  of  that  instrument  without  which  modern  wealth  and  modern 
civilization  would  be  impossible.  Stagnation  and  darkness  were  in- 
evitable. 

But  with  the  discovery  of  America  the  tide  turned.  During  the  last 
half  of  the  16th  centur}r,  after  the  discovery  of  Potosi,  or  from  1550  to 
1600,  the  stock  of  money  in  Europe  was  increased  fourfold,  besides 
8200,000, 000  supposed  to  have  been  taken  to  Asia  or  used  in  the  arts. 
Adam  Smith  has  shown  that  prices  of  all  commodities  increased  four- 
fold during  the  same  period.  New  life  was  infused  into  trade,  pro- 
duction increased  everywhere  and  commerce  went  around  the  world. 

During  the  17th  century  prices  increased  about  33  per  cent.,  and 
the  increase  continued  through  the  18th  century  and  up  to  1809.  At 
the  end  of  the  17th  century  Jacobs  estimates  that  the  coin  money  of 
Europe  had  increased  to  $1,500,000,000.  This  was  a  period  not  only 
of  great  commercial  activity,  but  of  great  intellectual  activity  and 
rapid  increase  of  wealth. 

Then  came  a  reversal  in  the  tide  of  prosperity.  The  loss  of  the 
precious  metals  between  1809,  when  war  broke  out  between  Spain  and 
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her  American  colonies,  and  1829,  amounted,  according  to  Jacobs,  to 
$335,000,000,  the  stocks  falling  from  $1,900,000,000  to  $1,565,000,- 
000,  the  loss  continuing  to  1849 ;  and  the  value  of  metallic  money,  ac- 
cording to  Jevons  and  others,  more  than  doubled  between  1809  and  1849. 

Then  another  era  of  prosperity  set  in.  From  the  discovery  of  gold 
in  California  and  Australia,  in  1849-' 50,  till  the  demonetization  of 
silver  in  1873,  nearly  $3,000,000,000  of  gold  and  §900,000,000 
of  silver  were  added  to  the  world's  stock  of  the  precious  metals.  This 
was  the  most  remarkable  period  in  the  world's  history.  A  distin- 
guished writer  has  said  of  it:  "The  present  generation  has  seen 
come  and  go  the  most  remarkable  outbursts  of  material  prosperity 
which  has  ever  visited  the  nations  of  mankind.  The  epoch  has 
been  short-lived  as  a  Northern  summer,  and  the  world  has 'fallen 
into  winter  again." 

The  average  annual  production  of  both  metals  during  this  period 
was  about  §170,000,000. 

Then  at  the  close  of  a  great  war,  out  of  which  arose  vast  debts,  like 
a  nation  of  fools,  shall  I  say — for  no  people  in  their  senses  would 
knowingly,  under  such  circumstances,  change  their  money  standard 
by  demonetizing  one  of  the  metals  ;  knowing,  too,  that  the  value  of 
the  other  would  thereby  be  increased,  which  would  be  equivalent  to 
voluntarily  increasing  their  debts,  which  had  been  already  increased 
from  the  paper  scale  by  which  they  were  created  to  a  coin  scale — I 
say,  no  people  having  their  senses  would  do  that,  and  yet  that  is 
what  our  statesman  did  for  us !  The  only  palliation  of  such  a  course 
is  that  they  did  not  know  what  they  were  doing.  For  if  any  one  of 
those  who  are  responsible  for  the  crime,  or  blunder — whichever  you 
choose  to  call  it — had  understood  the  real  economic  effect  of  the 
act  and  foresaw,  as  somebody  did,  its  far-reaching  consequences,  he 
would  be  entitled  to  be  named  only  among  the  enemies  of  his  country. 

The  cost  of  this  blunder  to  this  country  has  never  been  and  cannot 
be  correctly  told.  The  cost  to  the  Mississippi  Valley  alone  amounts 
to  hundreds  of  millions.  The  act  of  1873,  in  Germany  and  the 
United  States,  by  restricting  the  stream  of  money  supply  to  gold 
alone,  inaugurated  another  period  of  scant  money  with  falling  prices 
(varied  only  by  periodical  expansions  of  bank  credits,  to  be  followed 
by  another  collapse,  making  things  worse  at  the  end  of  every  break- 
down of  credit)  under  which  the  whole  world  is  made  to  suffer,  and 
no  country  more  than  the  United  States.  During  the  18  years  since 
the  demonetization  of  silver,  the  total  products  of  the  United  States, 
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taken  at  an  average  of  §12,000,000,000  a  year,  would  amount  to 
$216,000,000,000,  the  distribution  of  which  by  a  money  standard, 
which  in  this  time  has  increased  50  per  cent.,  has  worked  inconceiv- 
able injustice  to  the  producing  and  debt-paying  classes.  The 
rise  in  the  value  of  gold  since  1873,  by  a  concurrence  of  abund- 
ant testimony,  has  been  fully  50  per  cent.,  which  is  the  same  thing 
as  an  average  fall  of  prices  of  33  per  cent.  For,  as  Mill  says,  "A 
general  rise  or  a  general  fall  of  prices  is  merely  tantamount  to  an 
alteration  in  the  value  of  money/' 

This  alteration  is  easily  accounted  for.  In  1873  neither  the  United 
States,  nor  Germany,  nor  Holland,  nor  Norway,  nor  Demmark  and 
Sweden,  used  gold;  but  after  silver  was  demonetized  all  these  coun- 
tries, containing  a  population  of  150,000,000  of  people,  adopted  the 
gold  standard  and  commenced  using  gold,  and  in  ten  years  these  seven 
states  took  $1,200,000,000  of  gold,  so  that  the  gold  money  then  in 
use  was  divided  up  among  nearly  three  times  as  many  people  as  used 
gold  in  1873,  while  the  annual  production  of  gold  has  fallen  off  from 
a  maximum  of  §155,000,000  in  1853  to  about  $105,000,000  now, 
while  its  use  in  the  arts  and  for  dentistry  has  increased  till  well  nigh 
the  entire  annual  production,  not  sunk  in  the  East,  is  used  up  in  this 
way. 

THE  VALUE  OF  MONEY  STILL  INCREASING. 

How  long  is  this  policy  of  increasing  the  value  of  money,  attended, 
of  necessity,  by  falling  prices,  to  continue  ?  Is  the  supply  of  money 
to  be  fed  hereafter  only  from  the  diminishing  stream  of  gold,  or  shall 
it  be  fed,  as  in  all  the  ages  of  the  past,  from  the  mines  of  both  the 
metals?  Upon  the  solution  of  this  question  depends,  I  believe,  the 
future  prosperity  of  our  country  and  of  the  race. 

The  earth  has  been  searched  from  pole  to  pole  for  gold,  and  there 
is  little  prospect  of  any  large  supply  from  any  quarter.  The  myth- 
ical land  of  Midas  and  the  Golden  Fleece  has  long  since  vanished. 
The  mountains  of  Thrace  and  the  sands  of  Pactolus,  that  once  sup- 
plied Greece  with  her  golden  treasures,  were  exhausted  ages  ago. 
The  rivers  of  Spain  and  the  gorges  of  the  Tyrol,  which  so  long  sup- 
plied the  Kornan  Empire  with  gold  and  silver,  are  valueless  now  as 
sources  of  gold  supply.  The  coasts  of  Africa,  too,  early  gave  up 
their  golden  treasures ;  there  is  no  longer  a  Gold  Coast,  nor  golden 
sands  in  unknown  rivers  in  regions  unexplored.  During  the  17th 
century  the  chief  supply  of  gold  came  from  Peru  and  Brazil ;  but  these 
countries  yield  little  now.  The  United  States,  Siberia,  Australia  and 
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Mexico  have  been  the  chief  dependence  since  the  middle  of  the  present 
century.  The  supply  of  gold  from  Australia  has  largely  fallen  off, 
and  the  supply  in  the  United  States  is  almost  certainly  destined  to  be 
a  diminishing  supply.  The  supply  of  the-  two  metals  has  always 
been  more  constant  and  reliable  than  the  supply  of  either  separately. 

Which  shall  it  be,  then,  a  constantly  narrowing  basis  of  gold,  with 
money  furnished  by  banks  in  the  form  of  bank  credits,  and  only  as 
their  interests  may  dictate,  or  less  bank  credit  and  the  free  coinage 
of  both  the  precious  metals,  and  paper  money  created  by  the  Govern- 
ment, when  created  at  all  ? 

The  immediate  contest  is  between  silver  under  free  coinage  and 
bank-credit  currency.  In  this  contest  why  should  the  United  States 
be  led  by  usurers  of  London  and  Frankfort  ?  Or  why  must  we  follow 
the  example  of  England,  which  has  less  primary  money  and  more 
fluctuating  credit  money  than  any  other  country  in  the  world  ? 

The  United  States  has  greater  need  for  an  expanded  currency  that 
shall  be  money  in  every  part  of  its  vast  domain  than  any  other 
country.  We  have  new  States  to  improve,  new  cities  to  build,  more 
railroads  to  construct,  and  have  room  for  all  the  gold  and  all  the 
silver  that  may  come  to  us. 

With  more  railroads  already  than  the  whole  Eastern  Continent, 
with  more  machinery  for  the  creation  of  wealth  than  all  Europe,  with 
ability  to  create  wealth  equal  to  any  other  three  nations  of  the  world, 
with  an  annual  accumulation  greater  than  England,  France  and  Ger- 
many combined,  with  a  population  increasing  by  nearly  2,000,000 
a  year,  and  which,  in  three  or  four  decades  at  most,  will  equal  that 
of  the  three  leading  nations  of  Europe  combined,  we  need  not  fear  too 
much  of  that  kind  of  money  which  has  been  the  recognized  money 
of  every  age,  and  which  is  the  money  to-day  of  four-fifths  of  the 
world's  inhabitants. 

Gentlemen,  either  this  or  dearer  gold  and  lower  prices  from 
decade  to  decade  as  the  gap  between  gold  and  commodities  widens. 

That  is  not  the  best  standard  of  length  that  is  constantly  growing 
longer,  nor  is  that  the  best  pound  weight  that  is  all  the  time  getting 
heavier.  No  more  is  that  the  best  dollar  that  is  constantly  growing 
dearer ;  that  is  the  best  money,  whatever  it  is  made  of,  that  maintains 
the  most  stable  relation  to  commodities  and  preserves  an  even  bal- 
ance between  debitor  and  creditor. 
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